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The Dynamic Duo:

the Deferred Inheritance Trust & the Enhanced Income Trust

Thesetwo powerful trustsare, in many
way's, mirror oppositesof oneanother. Prop-
erly designed, the Deferred Inheritance
Trust paysitsincometo charity (usually a
family foundationwith our clients) for aterm
of years, or life, then terminates, and thetrust
assetspasstoyour heirs, gift/estatetax free.
The Enhanced IncomeTrust, onthe other
hand, paysitsannual in-
come to you and your
family. Upontermination,
the trust assets pass to
your family foundation.

They also liked the

ily Wealth Counsdling processand produced
their Family Wealth Letter of Intent. In
going through this process, they decided to
sagger their children’sinheritanceover anum-
ber of yearsinstead of givingit all at their
deaths. They dsolikedtheideaof settingup
afamily foundation and allowing their chil-
drento retain the control of all their Social
Capital.

The Ballards felt
that $1 milliontoeach of
ther fivechildrenwasa
reasonableinheritance.

Each of these tools, Ideaof settingupa  Becausetheir extremely
individually, produces family foundation poor health had reduced
consderableplanning le- . . our planning optionsand
verage, but whenthey are a_nd aIIowmg '[_hell‘ therr lifeexpectancy, we
combined they can pro- childrentoretainthe  akedthemiftheywould
videavery effectiveplan- control of all of their be open to providing
ning strategy. Consider . . their childrenwiththein-
the following case sce- Social Capltal' comestream fromtheir
nario. inheritancefor thefirst

Meet Bob and Mary 10 years and then re-

Balard. They are69and
65 respectively. They have anet worth of
about $10,000,000 and, unfortunately, are
bothinextremely poor hedlth. Withtheir cur-
rent digtribution plan, their fivechildrenwoul d
receive about $5 million of their Personal
Capital at their death and theIRSwould re-
celvether Socia Capital of about $5million.
EventhoughtheBallardswerevery in-
terested in giving to charity, they could not
see how it would be possibleto do so with-
out reducing their children’sinheritancethat
wasdready only haf of their wealth. Conse-
quently, likemost other wedlthy families, they
smply opted to do nothing for any charity.
TheBallardscompl eted the entire Fam-
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celvingtheactua inher-
itance. They thought that would be com-
pletely acceptable, sincethe children would
probably invest themoney for incomeduring
that time period anyway.

Thisplanning option opened thedoor for
theBallardsto redirect their Social Capital
from going to the|RSto going to their own
family foundation and ultimately to thechari-
table causesand organizationstheir family
cared about.

Hereiswhat wedid: Inorder to maxi-
mizetheleverageinthe Ballard’'scompre-
hensive Family Wealth Plan, we suggested
combining atestamentary Enhanced Income
Trust with atestamentary Deferred | nherit-

(continued on page two...)
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Dynamic DUO... continued from page one...

anceTrud. By establishingaFamily Limited
Partnershipduringther lifetimeand funding
it with the assets ultimately going into the
Deferred Inheritance Trust, wewere ableto
significantly increasethe pay-out rate of the
trust to their foundation and consequently
shorten the trust'sterm to 10 years. The
trust would be set up to pay incometo their
Family Foundationfor 10years. Atthat time
it would terminateand the $5 millionintrust
would passtothechildrentax free.

The Enhanced Incometrust wasal so
set asal0-year trust withthefivechildren
being equal incomebeneficiariesof the
trust. Becausethetrust termwasset for
10years, the charitable estate tax deduc-
tionwould bequitesubstantial. Usingtheir
$1.2millionlifetimeexclusion, wecould
actudly diminated| theestatetax liability
dueontheincomestreamto their children.

Thefollowing flowchartillustrateshow
thissmple, yet powerful, techniqueworks.
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Thenet result of thiscreative planning
strategy was profound. TheBallard
children receiveessentialy thesame
inheritancewith the proposed plan asthey
would havewith the current plan. Butthe
redl differenceisthat instead of the
BalardspayingtheIRS$5 millionin
estatetaxes, they now will have $9 million
intheir ownfamily foundation under the
control of their children.

Congder thefollowing results:

OLbPLaN  New PLaN

Benefitsto Children $9million  $9million

(10 yrs) assets/income assets/income
Benefitsto IRS $5million $ 0
BenefitstoCharity $ 0 $9Imillion
(10 yrs)) assets/ income
Total Controlled $9million  $18 million

by Ballard Family  assetslincome assets/income

Itisso exciting to seewhat can be
donewhenyouarewillingtobegin
Thinking Beyond . . . the nine dots.

© 1999 Professional Mentoring Program



